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THE OPERATION OF THE CITY CLEARING HOUSE
FLETCHER R. ANDREWSt
PRIOR to the establishment of the clearing house, banks within a given
city collected checks from one another by individual messenger., This
meant that the messenger from bank A, for example, would personally
present to each other bank in the city the checks which bank A held
against it, and would receive from the drawee bank the total amount of
money represented thereby. At the same time, messengers from the other
banks were engaged in like activity. In a city like New York, containing
fifty-two banks,' it may readily be appreciated that this complex system
consumed an inordinate amount of time and created a veritable plague
of bank messengers descending daily upon each institution,3 Further-
more, the bookkeeping burden was appalling. Each of the fifty-two banks
maintained an account with each of the other fifty-one. Ctedits and
debits had to be entered daily, in addition to the accompanying deposit
slip and passbook entries on each account."
Other serious disadvantages arose from the custom of paying in specie.
Although the New York banks substituted weekly for daily settlements,
the process still caused extreme confusion on settlement day.G In addi-
tion, the system involved the risk attendant upon carrying cash, and the
freezing of currency arising from the necessity of keeping enough on
hand to meet the demands of the other banks.' As the volume of checks
increased, the situation grew more and more intolerable, and it became
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1. See SPAHR, THE CLEARING AND COLLECTION OF CHECKS (1926) 73. Tis paper
deals only with the collection of local items, not with out-of-town items. In other words,
it is limited to the method whereby a bank collects checks drawn upon other banks in
the same city. Of course, the check may have come to the collecting bank from another
city, but if the collecting bank and the drawee bank are in the same city, the item is local.
2. See HALLOCK, CLEARING OuT-oF-TowN CHECKS (1903) 5. The authorities con-
sulted are not in agreement about the exact number of batiks, doubtless because their
counts were made at different times. For the purposes of this paper, it is not essential
to determine which is correct. Fifty-two is the lowest number given.
3. A subsequent arrangement in New York whereby only half the banks sent out
messengers during a six-months period and the other half during the succeeding six
months effected only partial alleviation. See ibid.; SPAHR, op. cit. supra note 1, at 80.
4. See CLEAVELAND, BANKING SYSTE-m OF NEv YO K (1857) 266.
5. See HALLOCK, op. cit. supra note 2, at 7.
6. See AGGER, ORGANIZED BANKING (1918) 29; CLEAVELAND, Op. Cit. supra note 4,
at 267; 2 CONANT, PRINCIPLES OF MONEY AND BANKING (1905) 242.
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essential to find an adequate remedy. Out of this need was born the
clearing house.
7
THE ORIGIN AND DEVELOPMENT OF THE CLEARING HOUSE
Before tracing the origin and development of the clearing house, it
will be helpful to understand in a general way the nature of clearing and
the clearing house, leaving a more detailed treatment until later. Reduced
to its basic terms, the clearing of checks consists of a setting off of debits
against credits.' The simplest example occurs where only two banks are
involved. Suppose that bank .4 holds checks on bank B amounting to
$100,000, and bank B holds checks on bank .4 for $50,000. Suppose,
further, that representatives from each bank meet, exchange one another's
checks, and debit or credit one another's account, as the case may be.
At that point the checks are said to have been cleared, although obviously
payment has not yet taken place.' The representatives then return, each
to his respective bank, where the checks drawn on that bank are examined
for genuineness of signature, amount on deposit to the drawer's credit,
and so forth. If all the checks are found to be good, bank B then owes
bank A $50,000, which bank B will pay in accordance with the existing
arrangement between the two banks. This elementary illustration not
only serves as a guide to the clearing process, but also points out the
distinction between clearing and payment. Complications resulting from
the discovery that some of the checks are bad will be considered later.
An increase in the number of banks does not alter the fundamental
principle of clearing, but, of course, affects the mechanics of the opera-
tion. Thus, suppose there are four banks instead of two. If each bank
sends its checks to a common meeting place, where the checks are ex-
changed and proper debits and credits made, a clearing of the checks
will have occurred. The organization composed of the member banks
which have associated themselves together for the purpose of effecting
7. Professor Spahr furnishes an illuminating example of the impracticability in
modern times of intracity check collection without a claring hous-e. He asserts that cn
December 16, 1919, the transactions at the New York Cltaring House amounted to
$1,519,4S,984. Had it been necessary to transport gold to meet all claims presented
that day, 410.7 five-ton trucks would have been required. SpAmun, op. cit. supra nte I,
at 405. Settlement in bank notes, while an improvement, was no cure.
S. "The clearing system is a development of a principle of Roman commercial law
known as compensatio-the setting off of a debt which one nues to another by a claim
against him." 2 CozANT. op. cit. supra note 6, at 239.
9. Payment does not take place until the drawee bank lia; hcen given sufficient
time to determine whether the check is good. See Taliert, Clcaring-I1ottse and Domestic-
Exchange Functions of the Federal Reserv Banks (1013) 4 AcAn. or Po- Scl. PP'z4.
192, 193.
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the exchanges is known as the .clearing house, and this term is likewise
applied to the place where the clearings are made.10
During the Middle Ages the clearing house idea attained a high degree
of perfection, although apparently it was not then used among banking
houses within a single city. The great fairs, especially those at Lyons,
were the scenes of these clearing operations. Louis XI, by the ordinance
of March 8, 1463, authorized four fairs per year at stated intervals.
Each fair was followed by a day of settlement fixed at the preceding
fair. To these came the bankers, each with his balance sheet of debits
and credits. The settlements contemplated three steps: first, acceptance
by each drawee of the bills of exchange drawn against him; secondly,
comparison of the accounts; and, finally, settlement in money. The adop-
tion of the clearing principle reduced to a minimum the amount of money
needed for settlement. Although quarterly settlements at Lyons con-
tinued until 1793, the fairs at Placenzia surpassed those at Lyons in
importance during the latter part of the sixteenth and beginning of the
seventeenth century. In fact, the fairs at Placenzia became the clearing
house of Europe."
According to Mr. Conant, the translation into many tongues of Savary's
Le Parfait Negociant served in the eighteenth century to disseminate
throughout Europe knowledge of the methods of clearing practiced at
Lyons. 2 But whether this knowledge seeped through to the bank mes-
sengers whose fertile brains sired the London clearing house does not
appear. It seems more likely that these messengers were actuated by
their own convenience rather than by any influence of Savary.Although there is evidence of earlier clearing arrangements between
Edinburgh banks,"3 it is generally conceded that the genesis of the clear-
ing house of today took place in London. The events leading to the
formation of the London clearing house are interesting and not without
their share of amusement. A situation existed similar to that already
described with reference to New York at a later date. Clerks from the
various banks made the rounds of the other banks, presenting and col-
lecting checks and other items, with resultant waste, risk, and stag-
10. For definitions of clearing, see CANNON, CLEARING HOUSES (1910) 4; Kikm-
MERIR, THE ABC OF THE FEDERAL RESERVE SYSTEM (1932) 79 n.; SPAIR, op. cit.
supra note 1, at 67; WvVESTERFILD, BANKING PRINCIPLES AND PRACrIcE (rev. ed, 1928)
462; WILLIS & EDWARDS, BANKING AND BUSINESS (rev. ed. 1925) 236, 240, 249. For
definitions of a clearing house, see CANNON, op. cit. supra, at 1; HARR & HARRIS, BANK-
ING THEORY AND PRAcriCE (2d ed. 1936) 234; 2 MACLEOD, THEORY OF CREIDIT (1890)
380; WESTERFiELD, op. cit. supra, at 461.
11. For an account of clearance at the fairs, see 2 CONANT, op. cit. supra notc 6,
at 239; (1891) 5 BANK. L. J. 352, 353n.
12. See 2 CONANT, op. cit. sopra note 6, at 240.
13. See ibid.; JONES, CLEARINGS AND COLLECTIONS; FOREIGN AND DOMESTIC (1931)
21; SPAHR, op. cit. supra note 1, at 71n.; (1891) 5 BANK. L. J. 352, 353n.
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nation of cash.14 But the real stimulus to the development of the clearing
system did not arise from these evils. Indeed, it did not come from the
employer or management side at all. Rather, it was the result (of a
natural desire on the part of the clerks to avoid tramping from bank to
bank and being compelled to wait while each bank verified the checks
drawn on it. In furtherance of this desire it became customary for the
clerks to meet and exchange one another's checks. Each clerk made his
own exchange with each other clerk, and, at a subsequent meeting,
individual settlements were made between each pair of banks."
This method of individual exchange and settlement was destined to
oblivion because of the fact that it involved so much waste mution, and
it was not long before the clerks remedied the situation by appointing
two or three of their number to handle all the paper. Under this arrange-
ment the clerk of each bank delivered to the clearing clerks all the items
which he held against the other banks. The clearing clerks sorted the
batches according to drawee banks and delivered to each clerk the batch
of items drawn on his bank.16
Apparently the employers gave no official sanction to the clerks' clear-
ing procedure for some time after its inception. Finally, however, they
rented a private room for the clearings, but there is no evidence to
indicate any formal organization or association at the time, and, evi-
dently, the clerks were left to their own devices, unhampered by any
rules. In 1805, however, a committee of bankers promulgated a set
of rules for the clearing procedure, and in 1821 a permanent committee
was appointed to assume the management of the clearing house."'
In 1833 the permanent building known as the clearing house was
erected. Those in charge did not want a pretentious structure. As a
result, the clearing house was so constructed and so placed as to be practi-
cally unknown to and unnoticed by the general public. This policy *of
self-effacement arose from a desire that the clerks, who were 4ften
carrying large amounts of Bank of England notes and other money and
14. See SEYD, Lo.ND oN B.AKxIx %ND) BA.%:K}s' CLXnwt_.G Housi. S~ E n (1873)
40.
15. See MArrHEIws, BANKERS' CLEARkNG HoUsE (1921) 2, 8; SEit,, MO. cit. supr
note 14; (1891) 5 BANK. L. J. 352. 353. The early meetings tok place in a tavern
known as the "Five Bells," where, according to one writer, the clerks "met to liqui y
their parched throats and where incidentally they found by experience that it vas po, -
sible and advantageous to liquidate also their principals' accmuunt'." Zullnan, Par Clear-
ance in the Federal Reserve Scstem (1925) 10 MARQ. L. Rrv. 134. Balance, were pai
in bank notes and coin. See HonDz.R, WORK Or A BANK (5th Al. l)0) 115.
16. See (1891) 5 BA.-K. L. J. 352, 353.
17. See MAITHEWS, op. cit. supra note 15, at 8. The tavern meetings proukably were
in full swing by 1770. The London clearing houe wa, founded about 1773. Sec St. iu.
op. cit. supra note 1, at 71.
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securities, should attract as little attention as possible.18 Plainly, the
fewer who knew the whereabouts of the clearing house building, the less
conspicuous would be the entrances and exits of its dranatis personnae.10
Unlike the situation in London, the clearing house in the United States
did not originate through employee torpor- at least so far as may be
discovered from the authorities examined. Although, as previously stated,
banks customarily collected their local checks by messenger before the
establishment of the clearing house, instances are known of clearing
relations between small groups of banks.20 There is no intimation, how-
ever, that these cooperative efforts had their inception in the extra-
curricular activities of the bank messengers.
Although New York organized the first clearing house association in
the United States, Philadelphia had taken steps to simplify city clearings
and collections by 1852, a year earlier than the formal establishment
of the New York Association. 2 The first formal proposition to estab-
lish a clearing house in New York came from the pen of Albert Gallatin,
president of the National Bank, which later became the Gallatin National
Bank. He published a pamphlet urging the formation of a clearing
house. - - Extremely important was his recommendation that clearing
house balances should be settled by debits and credits against deposits
of specie to be made by each bank, thus eliminating the use of cash.
Like most reform proposals, the establishment of a New York clear-
ing house was subjected to a long period of consideration, and the banks
took no definite action for a number of years. At length, the Mechanics'
Bank invited the officers of the various banks to a meeting to consider
the matter. The meeting took place on August 23, 1853.23 Recognizing
the necessity for some change in the method of collecting local checks,
the participants, conforming to the traditional procedure in such cases,
18. See MATTHEWS, op. cit. supra note 15, at 12.
19. For a list of other clearing houses in England, see 1 I'IAwr, LAW OF BAN4HINU
(4th ed. 1931) 430.
20. See SPAHR, loc. cit. supra note 1.
21. See SPAHR, op. cit. supra note 1, at 80.
22. See THE NEW YORK AND LONDON CLEARING HOUSE SYSTEMS (document pub-
lished in 1885 by The Financier Company) 1; SIMAMONDS, WHY A CLEARINGOUSE AsSo-
CIATioN? (document published by the Clearing House Section of the American Bankers
Association) 3.
23. See CLEAVELAND, BANKING SYSTEM OF NEW YORK (1857) 268. A pamphlet
issued by the New York Clearing House Association in 1938, INFOMATIoxN RE A1DING
THE: OPERATION OF THE NEW YORK CLEARING HousE, gives a clue as to why the pro-
tracted dreams of a clearing house so suddenly achieved reality. On page 1 it is stated:
"Between the years 1849 and 1853, the number of banks in New York City increased
from 24 to 57, this following the increase of business incident to the discovery of gold
in California, and this increase in the number of local banks made it very necessary that
some plan be worked out which would bring about a more prompt settlement of balances
between banks!'
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voted to appoint a committee to consider the problem and report back
with a plan. The ultimate result was the organization of the New York
Clearing House Association on October 4, 1853, and the beginning of
clearing house operations under the direction of a committee appointcd
by the associated banks." For nearly a year the clearing house operated
without a constitution. On June 6, 1854, a committee adopted a pro-
posed constitution. This was sent to the member banks for their con-
sideration, and on August 1, 1854, became effective.2
By 1925 there were clearing houses in all the principal financial centers
of the world, the United States having at least three hundred and sixty-
two." Early in the present century the clearing house and its problems
were deemed of sufficient importance to warrant the creation of a Clear-
ing House Section of the American Bankers' Association,-T and this
Section continued until 1929, when the Association abolished it and
substituted the Commission on Banking Practices and Clearing IL ,use
Functions.28 This Commission is now known as the Bank Management
Commission, and its functions have been considerably broadened.20
24. See CL.F.vI.mAxD, loc. cit. supra note 23. The date is taken from the title page
of the CoNsTITUTMoN OF THE XNW YORK CLt-MIN; HosE ASscIA-TIo.. (Oct. S, 1937).
The first exchanges took place on October 11, 1853. See CANNON. CHosvsv.i; Hv
(1910) 154. For a list of the 52 original members, see the CONsrIzTbTo-. cited supra,
at 24.
25. See CANxo., loc. cit. supra note 24. Chapter 13 of this buikk contains a complete
account of the history and organization of the New York Clearing House.
26. See WILLiS & EDWARDS. BANKING %,,D Busixss (rev. cd. 1925) 237. A kttcr,
dated May 9, 1940, from the assistant secretary of the Bank Managonent Cunmission
of the American Bankers Association, gives 351 as the number of city clearing houses
in the United States at that date. The writer of the letter states that the number of
clearing houses has remained relatively constant during the past few yvars. For the dates
of founding of clearing houses other than New York's, see CmA:;o:, op. cit. Mspra note
24, at 277; SPAnR, op. cit. supra note 1, at 71. For an extended treatment of the forma-
tion and organization of some of these, see CAN.Nux. chapters 15 et seq.
27. See (1906) PRoc. Am. BANKERS' Ass'.; 103; (109) Po:,,. CLu.,t1:;G Ho~tr
SFcTIoN, Am. BANIMRS' Ass'x 4. Even before the establishment of the Clearing House
Section, representatives from the clearing house associations held annual conferences in
conjunction with the -American Bankers' Association convention. Cleveland, Ohio, 1was
the scene of the first of these conferences in 1899. At that meeting the associations
effected a formal organization. In 1905 the American Bankers' Association officially rec-
ognized the organization by appointing a special committee to supervise the work of the
clearing house conferences. In 1906 the American Bankers' Association established the
Clearing House Section. See SPAHR. op. cit. supra note 1, at 137. In 1913 the Clearing
House Section reported that for the first time in its existence its membership included
every regularly organized clearing house association in the United States. (1918) Pmc.
Am. BAxRs' Ass'.N 243.
28. See (1930) 22 J. Am. BANKERS' Ass'N 300.
29. The reasons for the substitution of the Commission for the Clearing House Sec-
tion, together with the general nature of its expanded scope, are set forth in the preface
to a manual prepared by the Committee on Clearing Houses of the Bank Management
Commission, ComMTERcIAL BANK MANAGEMENT: Crr" Ci mzztiw Hous AssocrAxo:s:
MANUAL OF ORGANIZATION AND 'MANAGEMENT.
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THE YALE LAW JOURNAL
No outline of the development of the clearing house would be complete
without a glance at some of the more important statistics. In 1868, the
first year for which figures were published, the London Bankers' Clear-
ing House had average daily clearings amounting to £ 10,978,200. By
1898 the daily average had increased to £ 26,289,900, and by 1920 to
£ 129,224,700.30 As for the New York Clearing House, the total clear-
ings on October 11, 1853, the first day of its operation, amounted to
$22,648,109.87;"' and for the fiscal year ending September 30, 1854,
the average daily clearings amounted to $19,104,504.94. Contrast with
this the average daily clearings for the following years:
1920 ....................... $ 830,060,031.13
1929 ....................... 1,508,046,030.73
1938 ....................... 540,089,349.96
The figures demonstrate the astonishing increase in the volume of
check clearing since the comparatively humble beginnings of the clearing
house, and bear witness to the impracticability of collection by messenger
under modern conditions. 32
Before entering upon the details of the clearing routine, some attention
should be given to the organization of clearing houses. Although excep-
tions may exist, clearing house associations are generally unincorporated."
30. See MATTHEWS, TiE BANKERS' CLEARING HousE (1921) App. III. Si.YD, LON-
DON BANKING AND BANKERS' CLEARING HOUSE SYSTEMI (1873) 45-46, states that ill the
year 1870-71 (apparently referring to a fiscal year) a total of more than £4,000,000,000
passed through the clearings. Compare with this the amount represented by bills and
checks cleared in 1926, which, according to Mr. Chalmers, amounted to £39,825,054,000.
CHALMlERS, BILLS OF EXCHANGE (9th ed. 1927) 173. Mr. Seyd, on page 46, states that
the number of checks passing daily through the clearings at that comparatively early
date ranged between 60,000 and 80,000. On the same page lie advances the following
astonishing information: "Sonic time ago, the total length of the lists of Cheques of
one of the Bankers, written up very closely, for the purpose of addition, measured no
less than 300 feet."
31. See CANNON, CLEARING HOUSES (1910) 154; MOULTON, MONEY AND BANKING
(1921) pt. 2, p. 102. This figure is verified in a New York Clearing House pamphlet
containing extracts from the manager's annual report for the year ending September
30, 1938.
32. The figures are taken from the pamphlet referred to in the previous footnote,
which contains the statistics from the opening of the clearing house through the fiscal
year 1938. The total clearings per year are equally revealing. See Smyth, The Netv York
Clearing House (1891) 5 BANK. L. J. 99, 103, for an amusing calculation based on vol-
ume of clearings. Clearings of the New York Clearing House represent about 54%o of
the total clearings for the entire United States. See INFORMATION REGARDING THE OIr.14A-
TION OF THE Nmv YORK CLEARING HOUSE (pamphlet issued by the New York Clearing
House Association, 1938) 2.
33. There is probably nothing to prevent their incorporation as corporations not
for profit, but this depends upon the law of the particular state. The law of Texas spe-
cifically permits their incorporation. TEx. ANN. REv. Civ. STAT, (Vernon, Supp. 1941)
art. 1302 (54) (enumerating the powers of such corporations). In a letter of April 12,
[Vol. 51: 582
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They are voluntary associations, whose members are bound by the con-
stitutions, by-laws, rules, and regulations which they have adopted. Since
there is no carrying on of a business for profit, these associations are
not partnerships.
3 4
Although many of the provisions in the constitution and other regula-
tions of the typical clearing house association will be considered in coon-
nection with specific problems, a brief resum6 at this point may be
appropriate. For this purpose the New York Clearing House Association
has been selected. 35 The members of that association are governed by
a constitution and a set of rules, regulations, and rulings, the latter cion-
sisting chiefly of rules adopted by the Clearing House Committee for
the interpretation and enforcement of the constitutional provisions.
The constitution sets forth as the objects of the association settle-
ment of the daily exchanges at one place, payment of balances, promo-
tion of the interests of the members, and maintenance of conservative
banking through wise and intelligent cooperation. It provides that the
association shall not be responsible for the exchanges or the resulting
balances, responsibility being confined to the distribution among the
creditor members of the sums received from the debtor members. Any
loss occurring while the balances are in the custody of the clearing house
manager or his assistants is to be borne by the members in certain desig-
nated proportions. Admission to membership is carefully restricted,'0
and members are required to comply with a number of stipulations look-
ing toward safe and conservative banking. As might be expected, an
1940, the assistant secretary of the Dallas Clearing House Associatiun informed me
that his association is incorporated. Presumably, clearing houses are mure free to carry
out their objects mhampered by govcrnment restrictions if not incorptirated. See Hous-
ton, Uniformity of Clearing House Rules and Practices (1919) PRoO. CL-%XI.UG Houus
SEC., Am. BANKERS' Ass'N 492, 498; (1892) 6 BANK. L. J. 187. As to whether a na-
tional bank may become a member of a clearing house association, see .MAGEE, LAW oI-
NATIONAL AND STATE BANKS (3d ed. 1921) 636, and cases there cited. The right of
banks to associate themselves together in a clearing house organization is unquestioned.
See Security Comm. & Say. Bank of San Diego v. Southern Trust & Comm. Bank, 74
Cal. App. 734, 742, 241 Pac. 945, 943 (1925), and cases there cited.
34. See (1892) 6 BA.NK,. L. J. 187, 1S.
35. In connection with the preparation of this article, I obtained cnstitutions, by-
laws, rules, and regulations from a number of clearing houses. It is deemed unneces-
sary to make specific references to these. In general, they follow the pattern of the New
York Association. For the rules of the London Bankers' Clearing House, see Grnzr,
BANKERS AND BANKING COMPANIES (7th ed. 1924) 72; HI-'r, LAw OF BANN:ING (3d ed.
1914) 352. For the original constitution of the New York Clearing House Association,
see CLEAVELAND, BANKING SYST-IM OF NEW YOMK (1857) 278. For the rules of various
Canadian clearing houses, see FALCOxNRIDGE, BANKING AND BILLS OF ExcruAIoGu (5th
ed. 1935) 409-25.
36. E.g., most associations refuse to admit an institution whose unimpaired capital
is below a designated figure.
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admission fee is generally exacted, and the members share the expenses
of operation.
There are the customary provisions regulating meetings and defining
the duties of officers and committees. To the Clearing House Committee
is delegated the general management of the clearing house, including the
power to prescribe rules and regulations to be observed at the clearing
house. Supervision is placed in a manager who has charge of the
building and the transaction of clearing house business, subject, of
course, to the rules governing the actual operation of the exchanges and
the settlement of balances.
THE CLEARING HOUSE TECHNIQUE
General Description. Although the mechanics of clearing may vary
in minor details in the clearing houses of the United States, the pro-
cedure is fundamentally the same.3 The clearing process of the New
York Clearing House will be used as an illustration.
In preparation for the clearing, each bank sorts into separate piles
the checks which it holds against the various drawee banks. The checks
against each drawee bank are then listed and the total against each
ascertained. Each bundle of checks is then placed in a large envelope
bearing the name of the applicable drawee bank. To each bundle is
attached the total amount and the list of the enclosed items. This list
is known as the "exchange slip."
Certain other memorandum slips are also prepared. One is known as
the "small ticket." A separate "small ticket" is made out for each
drawee bank. The ticket contains the name of the drawee bank, the
name of the claimant bank, and the total amount claimed. The latter
amount obviously is the sum of the items to be presented for payment.
Another slip is known as the "first ticket." Upon this appear the name
of the claimant bank and the total amount of its claims for the day. This
last figure of course is obtained by adding together the amounts claimed
against the respective drawee banks. Finally, there is the "delivery clerk's
statement." The first column of this document consists of a list of the
clearing house banks arranged in the order of their respective clearing
37. See (1892) 6 BANx. L. J. 32, 34, noting that the method of clearing in the large
cities is substantially similar to that in operation in New York, but that in tile smaller
cities the making of the exchanges does not involve such a detailed process, An example
of this less detailed procedure is contained in the Syracuse Clearing House Association
by-laws, which provide that the messengers from the banks shall present their items
to the clearing house clerk, who shall make delivery to the respective drawee banks. For
interesting variations in the procedure used in different clearing houses, see CANNON,
CLEARING HousEs (1910) 52. In general, see also HARR & HARUs, BANKIN Timon
AND PRACTICE (2d ed. 1936) 235; SPAHA, op. cit. supra note 1, at 393. On bank organi-
zation for clearing and collection, see SPAuR, op. cit. supra note 1, c. 11.
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house numbers." To the right of the name of each bank appears the
total amount of the claim against it together with a space for the sig-
nature or initials of the clerk receiving the claim.
Each member bank sends to the clearing house a delivery clerk and
a settling clerk. The delivery clerk presents the items to the representa-
tives of the drawee banks; the settling clerk receives the items drawn
upon his bank. Upon arrival at the clearing house the representative of
the bank delivers his "first ticket" to the clearing house proof clerk,
whose functions will be explained presently.
Upon the floor of the clearing house, desks are arranged in rows.
each bank being assigned a desk. The settling clerk takes his position
in a cage behind the desk assigned to his bank. The delivery clerk stands
in front of the desk. Upon the sounding of the signal each delivery
clerk moves to the desk next to his own. There he leaves with the
settling clerk of the particular bank the envelope containing the items
drawn against that bank, the "exchange slip," and the "small ticket."
He also presents to the settling clerk his "delivery clerk's statement," and
obtains the signature or initials of the settling clerk opposite the amount
listed against that bank. This constitutes a receipt for the items delivered.
After he has finished at the first desk he proceeds to the next and so
on until he has completed the circuit. It will be seen that all the delivery
clerks are engaged in this process at once, advancing one after another
from desk to desk. It is apparent that after the clerks have made the
rounds, the delivery of all the items will have been effected. This whole
pilgrimage consumes but a few moments.
After the exchanges have thus been received, each settling clerk pre-
pares his statement. The first column consists of a list of the banks. The
second column contains the amount of the claim against each bank. The
data for this column was entered prior to the departure of the clerk for
the clearing house. Farther to the right is a column in which the settling
clerk enters opposite the name of each bank the amount of its claim
against his bank. He obtains this figure from the envelope and "small
ticket" handed to him by the delivery clerk of the claimant bank. Pre-
suniably the column setting forth the claims against other banks already
has been added. The settling clerk totals the column showing claims
against his bank and proves it against the total sum represented by the
"small tickets." He then takes the difference between the two column
totals, which gives him the position of his bank as a result of the clear-
ing. For example, if the amount due his bank is $100,000 and the
amount of claims against his bank $150,000, his bank is a debtor to the
clearing house in the amount of $50,000. The two totals and the debit
38. For convenience a clearing house number is as. igncd to each baik. Fur a de-
scription of the country-wide numerical system see S'AuiR, op. cit. stupra ,le 1. at 458.
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or credit balance are entered upon a "second ticket" by the settling clerk.
This "second ticket" is delivered to the clearing house proof cleik. Mean-
while, the delivery clerk has returned to his bank with the envelopes
containing the checks drawn against it.
The clearing house proof clerk prepares the proof of the day's work.
It will be recalled that upon arrival at the clearing house the representa-
tive of each bank handed to the proof clerk his "first ticket," showing
the total amount of his bank's claims. From the "first tickets" the proof
clerk enters upon the clearing house proof sheet the amount brought by
each bank. This he may do before the completion of the exchanges.
Upon receipt of the "second tickets" from the settling clerks, the proof
clerk prepares the remainder of his proof sheet. In one column he enters
opposite the name of the bank in question the total claims against it.
This figure he obtains from the "second ticket." He then enters opposite
the name of each bank its debit or credit balance for the day. In the
absence of mistake, the column containing the amounts brought must
equal that containing the amounts received, and the column of debit
balances must equal that of credit balances."0 If the figures do not
balance, the clerks set to work to discover the error. The rules of the
New York Clearing House Association allow forty-five minutes from
the beginning of the clearing for a proof. If the proof is not made
within that time, banks whose errors are responsible for the delay are
fined in accordance with a fixed schedule.
Although in the early days of the clearing house one exchange a day
was doubtless sufficient, the growing volume of business in some cities
has required an increase in the number of exchanges. In the New York
Clearing House Association, for example, the main clearing takes place
at 10:00 A.M., but additional exchanges have been provided. The consti-
tution requires that, at not later than 2:00 A.M., items received between
the previous day's 10:00 A.M. clearing and the close of the day's business
be delivered to the clearing house for exchange. Provision is also made
for optional exchanges at 8:00 A.M. and 9:00 A.M. The clearing house
39. The body of the New York Clearing House Proof is substantially as follows:
Debit Balances Debit Credit Credit Ilalnces
No. Members Due ci. House Amts. rec'v'd Amts. brought due members
For a facsimile of the form, see 'MUNN, ENCYCLOPEDIA OF BANKING AND FiNANC1F
(4th ed. 1937) 164; SPAHR, op. cit. supra note 1, at 401.
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manager or his representative is required to be at the clearing house
between 12:01 A.M. and 3:00 A.M., and between 8:00 A.M. and 9:00
A.M,, to deliver to the representatives of the several banks any packages
held against them. A number of the other clearing house associations
whose regulations were studied also make provision for preliminary clear-
ings. In these, as well as in the New York Clearing House, no proof
is struck at the preliminary clearings, their purpose being to lessen the
congestion by affording to the banks additional opportunities to exchange
items. The amounts cleared at these preliminary exchanges are charged
through the succeeding main clearing. For example, suppose that at the
preliminary clearing the -4 bank delivers items against the B bank in
the amount of $50,000. This sum will then be added to the amount
claimed against the B bank by the .4 bank at the regular clearing, and
will be evidenced by a receipt or ticket obtained at the preliminary ex-
change. 40
Settlement of Balances. After completion of the proof the various
balances resulting from the day's exchanges are settled.4 The exact
time for settlement is prescribed by the regulations of the several clearing
houses, and is shortly after the proof has been made. The most obvious
method of settling balances is for the debtor banks to bring to the clearing
house in actual specie or other currency the amount owed, and this was
the scheme followed in the early days of the New York Clearing House.4 2
But such an arrangement entailed risk and serious inconvenience."a
40. The items eligible for clearing are governed by the regulations of the several
clearing house associations. In general, the following are included: checks, bills of ex=-
change, drafts, certificates of deposit, acceptances, and notes. As the clearing house is
not a collection agency, the items must be matured. Bonds and coupuns are not per-
mitted. Furthermore, items with pass books, bills of lading, or other documents attached
are not clearable. See SpAR, op. cit. suipra note 1, at 301. The New York Clearing
House Association has introduced an exchange for the clearing of coulon. See Mc,:;:;,
ENCYCLOPFDIA OF BANKING ANID FINA CME (4th ed. rev. 1937) 158. With reference to
special clearings for stock certificates, see AGaGE. OnGA-NIZ'D B.AIxG (1918) 105; 2
CONANT, MoNEY AND BANKING (1905) 248; SPAnr, top. cit. supra note 1, at 4s16: SRAlT,
STOCK CLEARING CoRrO.EAmox: DEscIPrTIUN IF OPERAIrDON (192o); XOves, StoCh R.r-
change Clearing Houses (1893) 8 POL. ScI. 0. 252.
41. Although it is theoretically possible that the amount of credits to a bank %,,ill
equal the amount of debits against it, only one instance of this lIhennmenon has ic-cn
revealed in the literature examined. This occurred in the Harrisburg, Pennsylvania,
Clearing House Association. An equally astounding result, considering the enormous
volume of clearings, took place on November 19, 1906, at the New York Clearing House,
when one of the member banks brought checks totaling $9,04.255.88 and receivod chec:s
totaling $9,049,255.40, giving it a credit balance of 48 cents. See I Oct. 1035) 2, 1D %-.-
ING 66.
42. See SPARE. op. cit. supra note 1, at 402.
43. In fact, under present conditions it would he inconceivable. Even in 1019, Pro-
fessor Spahr demonstrated the impracticability kof specie settlement. Taking December
16, 1919, as his date, he found that the balances to be settled at the New York Clearing
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Small wonder, then, that at an early date the banks devised a more
satisfactory means of settlement. Even before the establishment of the
clearing house, five New York banks entered into an arrangement where-
by each deposited money with the Mechanics' Bank, against which that
bank issued certificates which in turn were acceptable as payment.44 And
in 1857 the New York Clearing House banks created a similar fund
in the Bank of America, and, for the most part, paid their clearing house
balances by certificates issued against it.45 The certificates were in the
amounts of $500, $1000, $5000, and $10,000, and contained a recital
that the Bank of America had received the amount of the certificate in
specie, and held the same in trust, payable only to the order of a bank
belonging to the association, on presentation, indorsed by such bank.4"
Payments were made also in United States Treasury certificates of
deposit payable to bearer. In 1888, the Secretary of the Treasury agreed
to issue certificates of deposit payable to the order of any bank depositing
gold coin with the Treasury. These instruments were indorsed by the
House amounted to $135,234,928, and that to settle these balances by transporting gold
to the clearing house would have required 45.4 five-ton trucks. Id. at 405.
44. See (1892) 6 BANK. L. J. 90.
45. See 2 CONANT, MONEY AND BANKING (1905) 242. In Peoples Say. Bank v.
First Nat. Bank, 102 Wash. 436, 439, 173 Pac. 52, 53 (1918), the court describes a
similar method obtaining in the Seattle Clearing House Association. See also BANKING
FUNDATMENTALS (Am. Institute of Banking, 1925) 98; CANNON, CLEARING Hotistz
(1910) 37. Apparently payment by certificates did not entirely displace payment by
cash. See CANNON, Clearing Houses and the Currency in TIE CURRENCY PRODLEM AND
THE PRESENT FINANcIAL SITuATIoN (1908) 104; (1892) 6 BANK. L. J. 90. The fol-
lowing table, for example, gives the amounts of the various media used for the settlement
of balances at the New York Clearing House for the fiscal year ending September 30,
1904:
U. S. Gold Coin ............................. $20,800,000.00
U. S. Bearer Gold Certificates ................. 435,568,000.00
U. S. Order Gold Certificates ................... 28,880,000.00
Clearing House Gold Certificates ............... 2,620,405,000.00
U. S. Legal Tenders and Change ............... 205,575.60
Total .................................... $3.105,858.575.60
The figures are taken from GILPIN & WALLACE, TIIE NEW YORK CL.EARING Hovs:r
(1905) 10.
The issuance of clearing house certificates is not the issuance of currency in viola-
tion of law. See Crane, Parris & Co. v. Fourth St. Nat. Bank, 173 Pa. 566, 578, 34 All.
296, 298 (1896), in which the court said: "The use among themselves of a certificate
or other representative of money to save the inconvenience and labor of counting and
recounting several millions of dollars daily is not the issuing of currency. It is not it
violation of the law." It has been said that since the adoption of the Federal Reserve
Act the issue by clearing houses of certificates against deposits of gold has gone forever,
because the federal reserve banks have absorbed the unrelated gold reserves and merged
them into a common reservoir. Law, The Clearing House as a Power in War and Peace
(1918) PROC. CLEARING HousE SEC., Amr. BAN KERS' ASS'N 620, 625.
46. See CLEAVELAND, BANKING SvSTE OF NEW YORK (1857) 274-75.
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bank to whom first issued, and were stamped payable to any member
of the clearing house association. They were valid only in clearing house
settlements or for payments directly between the member banks. They
superseded the certificates issued by the Bank of America, which were
retired." The payments were made by the debtor banks to the clearing
house, coin or bank notes being used for amounts less than $500. Shortly
after the debtor banks had thus settled, the creditor banks appeared and
received payment from the clearing house manager or his representative.4 9
Improvement though it was over the cash payment method, the scheme
of settlement by certificates of deposit fell considerably short of the
summunz boomn. It remained for the Federal Reserve System to in-
augurate a plan of settlement which for simplicity cannot be excelled.
The Federal Reserve Act requires all member banks to maintain reserves
with their federal reserve bank."0 Thus it is possible to make settlements
of clearing house balances by merely debiting or crediting the account
of the bank in question upon the books of the applicable federal reserve
bank. This method was adopted in New York in March, 1917."' It has
spread to most if not all of the cities boasting a federal reserve bank
or branch thereof."1
In some cities which have adopted this plan there are clearing house
member banks which have not joined the Federal Reserve System. Most
clearing house associations require such banks to maintain a balance
with the local federal reserve bank or branch, in order that the debit
and credit settlements may embrace all the members of the associationY2
47. See Smyth, The New York Clearing House (1S91) 5 BA:K. L J. 99, 101;
(1892) 6 BANK. L. J. 90. But ef. the table from GmuiN & WVaLLACE, supra note 45.
48. CLEAVELAND, op. cit. supra note 46, at 275.
49. For the provision in the original Federal Reserve Act, see 38 ST.r. 270 (1913).
For the act in its present form, see 40 STAT. 239 (1917) ; 40 STAT. 970 (1918), 12 U. S. C.
§ 462 (1940). See JoNEs, CLEARINGs AND COLLECTboNS; FoQraItin A' Do'IsTIC (1931)
263; SPAHR, op. cit. supra note 1, at 402.
50. See SPAHR, op. cit. supra note 1, at 402; WESTERmIELD, BANKING PraNcwLEs
AND PRACTICE (rev. printing 1928) 473. The New York Clearing House constitution
authorizes payment also in various forms of United States tender or clearing house cer-
tificates, but in practice settlement is made on the books of the Federal Reserve Bank of
New York. See page 4 of the pamphlet, INFORMIMON REGARDING THE: OrAxO1N 0?"
THE Naw YORK CLEAmxNG HousE (1938), based upon an address by Ed,.ward L. Beck,
its manager; MUNN, ENCYCLOPEDIA OF BANKING AND FINANCE (4th ed. 1937) 159.
Under the book settlement method, the clearing house manager merely sends a certified
list of the day's balances to the federal reserve bank, which makes the credit and debit
entries accordingly. See SPAHR and WESTERFIELD, supra.
51. See DuNBAR, THEORY AND HISTOR OF BANKING (5th ed. 1929) 48; JouEss, loc.
cit. supra note 49. Provisions are ordinarily made for the deposit uf additional funds by
a bank whose credit at the federal reserve bank is insufficient to meet its clearing house
debit balance.
52. JoNES, loe. cit. supra note 49; BANKING Fu'ND.zm:.ALs (Am. Institute of
Banking 1925) 98. New York makes the requirement mentioned. See SpAmn, op. ci.
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Even in cities where no federal reserve bank or branch bank is located,
it is perfectly feasible to settle clearing house balances by transfers on
the books of the federal reserve bank or branch serving the territory
involved. The only difference is that the clearing house manager tele-
graphs or telephones the debits and credits, instead of causing them to
be delivered by hand.3
Although the system of settlement on the books of the federal reserve
banks is widely used, it was stated not so many years ago that probably
the most common method of settlement, from the standpoint of the
country as a whole, was by check or draft on some institution in one of
the financial centers."4 Certainly the statement no longer applies to those
cities in which a federal reserve bank or branch is situated. And, as
has been seen, a number of other cities employ the federal reserve bank
bookkeeping settlement by invoking the aid of the telegraph. But it
is probably true that the most common practice in the smaller cities
is to pay by such checks or drafts."5 New York exchange is quite gener-
ally acceptable among banks in the United States, and the exchange of
various other financial centers has at least a limited acceptability. Since
the so-called country banks ordinarily maintain balances in some insti-
tution in one or more of the large cities, it is a simple matter for them
to make payment in the manner indicated.50
In some cities payment is made directly to the clearing house and the
clearing house pays the creditor banks."7 Where payment is by cash,
clearing house certificates, or book credit and debit, the clearing house
need not maintain an account of its own in any bank. But where debtor
supra note 1, at 402. According to the Boston Clearing House Association rules, non-
members of the Federal Reserve System pay by check on the Federal Reserve Batk of
Boston, or in 'cash, or in whatever other manner the Federal Reserve Bank of Boston
approves; and non-members are paid by check on the Reserve Bank or in sone other
manner approved by it. Several clearing houses within the Second Federal Reserve Dis-
trict, which settle through the books of the Federal Reserve Bank of New York as to
members of the Federal Reserve System, provide for settlement by non-members through
their New York correspondents who are memhers. See JONES. op. cit. supra note 49, at 273.
53. See SPAHR, op. cit. supra note 1, at 402, 404, 534; REP'. FEn. Rigs. Bn. (1920) 388.
54. See SPAHR, op. cit. supra note 1, at 534; WFSTRFnFI.1), op. cit. supra note 50,
at 476.
55. See the authorities cited supra note 54. See also CANNON, CLEARING Housr'S
(1910) 37; JONES, CLEARINGS AND COLLECTIONS; FOREIGN AND Do-.tEs'ric (1931) 204.
56. Mr. Conant stated that the New England banks customarily settled with drafts
on New York or Boston, and other banks east of the Mississippi River with drafts on
New York. 2 CONANT, MOXEY AND BANKING (1905) 244-46. See also W'ALKER, MONEY,
TRADE, AND BANKING (1882) 60 n. Cf. Wolfe, Settlement of Clearing House Balances
(1915) PROC. CLEARING HOUSE SEc., Ami. BANKERS' ASS'N 472, 474, predicting the ad-
justment of this method by reason of the Federal Reserve Act's mandate that balances
in banks other than federal reserve banks and their branches may not be counted as part
of a bank's legal reserve.
57. See BANKING FUNDAMENTALS (Am, Institute of Banking, 1925) 98.
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banks pay to the clearing house by check or draft, and the clearing house
pays creditor banks in the same manner, the clearing house must main-
tain an account.58
In some cities the clearing house manager draws against the debtor
banks in favor of the creditor banks. The creditors then receive pay-
ment directly from the debtor banks." If for each amount owed by a
debtor bank there was exactly the same amount owed tu a creditor
bank, the clearing house manager's task would be easy. For example,
if against bank A there stood a debit of $50,000, and in favor of bank
B a credit in the same amount, the manager would draw his manager's
check for $50,000 on A payable to the order of B, and so on through
the list. But such simple situations do not occur. On the contrary, the
manager has before him a list of debits which do not correspond, one
by one, with the list of credits. To obviate the problem, lie draws his
first check against the largest debtor in favor of the smallest creditor,
and so on down the line until the last check settles the last residue due
to a creditor bank."
One further method of settlement formerly employed by the Boston
Clearing House, and, in a modified form, by Pittsburgh and some others,
deserves mention. This was the borrowing and lending of clearing house
balances at the close of the day's exchanges."1 The lender would give
to the borrower an order on the clearing house in the amount of the
loan. The borrower would use this order in settlement of its debit
balance, and, since the clearing house owed at least the amount of the
order to the lender, the order would be honored by the clearing house.
The result was the same in essence as though the lender had delivered
cash to the borrower to enable the latter to make payment. It has been
pointed out that at any subsequent time, without a moment's warning,
the lender, wishing to be repaid, might send a check through the clear-
58. "The bank acting for the clearing house receives from each bank from vwhich a
balance is due the clearing house its heckh on its Boston correspondent for the balance
due the clearing house, and the clearing house bank gives to each bank that has a bal-
ance due it from the clearing house its check on its Boston correspondent for that bal-
ance." WALKER, MOnEY, TRADE A\D BANKING (1&2) 60. IL 1. Cf. WILLIS & EDWAUJJS,
BANKING AND BusiNEss (rev. ed. 1925) 238 (systvin whereby each member bank kceps
balance with clearing house and draws against it).
59. See CANoN. CLEAING Ho.sEs (1910) 37: 2 CONANT, MuNEY AND BA .K-
IxG (1905) 244; WILLIS & EDWARDS, op. cit. supra nute 58. at 246-147; BANKnIN FU:;-
DAMENTALS (Am. Institute of Banking, 1925) 98. The varikus media Uf payment have
already been discussed. Sometimes the creditor bank merely sends the manager's check
through the next day's clearings. See CAxNoN and Cto.NANT, suipra.
60. See WILLIS & EDWARDS. op. cit. supra note 58, at 247; COItIRDCrAL BANK
MANAGEMENT: CITY CLEARINGHOUSES (booklet issued without date by Bank Manage-
ment Commission, Am. Bankers' Ass'n) 10 ct scq.
61. See CANNoN, op. cit. supra note 59, at 247; 2 CONANT, op. cit. Mpra note 59,
at 244-46; HOLDSWORTH, MONEY AND BANKING (1916) 205-06.
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ing house which would so affect the borrower's clearing balance as to
make payment impossible. But apparently no losses ever occurred from
the practice.
0 2
Returns. Because the clearing work is done by human beings it some-
times happens that items will be sent to the wrong drawee bank; that
they will lack an essential indorsement or be irregular in some other
respect; or that they will be ineligible for clearing under the rules of
the association. Likewise, items may be drawn by persons whose ac-
counts are overdrawn or who have no account with the drawee bank;
or the drawer's or an indorser's signature may be forged; or the drawer
may have entered a stop payment order on a certain check. As has been
noted in the description of the clearing routine, the packages of items
are not opened at the clearing house, and all items enclosed in a package
are charged against the particular bank. Thus each bank must have a
subsequent opportunity to examine the items charged against it, and
some means must exist for reimbursing a bank for charges improperly
made. Since the proof and the settlement are made upon the basis of
the packages delivered at the clearing, the rectification of any errors
must be effected extrinsically. Two possibilities come to mind immedi-
ately. The bank against which the improper charge was made may return
the item to the bank which presented it, receiving payment therefor from
the latter bank; or some arrangement may be devised whereby the item
is charged back at a subsequent exchange.
Undoubtedly the method employed at first consisted of direct return
by messenger. But more recently a number of clearing houses have
established a special clearing for return items, thus simplifying the
procedure in much the same way that the clearing house simplified the
method of direct presentation of all items.03
So far as my investigation has disclosed, most, if not all, clearing
houses have a regulation to the effect that errors in the exchanges and
claims arising from the return of items shall be adjusted directly between
the banks involved, and not through the clearing house. One might
suppose that this requirement was intended to preclude settlement of
return items through the exchanges. But that is not correct, for the
clause is to be found in constitutions and regulations providing for
return item exchanges. Evidently the clause merely means that a bank
discovering a return item cannot look to the clearing house manager for
62. See CANNON, op. cit. supra note 59, at 247 et seq. Mr. Cannon states that at one
time sixty per cent of the total balances at the Boston Clearing House were settled by
the borrowing of balances, but that even by 1910 the practice had been largely diseon-
tinued. Good summaries of the various methods of settlement appear in S1'AuI:, Op.
cit. supra note 1, at 99; and in (1892) 6 BANK. L. J. 90.
63. See (1918) PRoc. CLEARING Hous SEc., Aa. BANKERS' ASS'N 603.
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reimbursement. This interpretation renders the provision in question
consistent with that creating a return item exchange.
Several of the clearing house associations under examination require
that all return items be brought directly to the bank which presented
them, and of course specify a time limit, usually early in the afternoon
of the day on which the items were cleared. Several others have created
a special exchange for return items, but have given the banks the option
of returning the paper directly or through the exchange. Cleveland and
St. Louis have return item exchanges which apparently supersede the
direct return method and are exclusive except as to certain situations.t
The matter of settlement for return items remains for consideration.
With reference to payment for direct returns, the majority of the asso-
ciations studied lay down no specific rules. Presumably, in such asso-
ciations, payment is made upon the same basis as in the case of any
other obligation owed by one bank to another. A few associations, on
the other hand, cover the point. Boston stipulates the debtor bank's own
check or due bill or a check on the Federal Reserve Bank of Boston, at
the claimant's option. Milwaukee and Syracuse specify clearing house
funds, the latter adding "or as may be otherwise agreed." New York,
in connection with direct return of missent and ineligible matter, requires
reimbursement, in lawful money or clearing house certificates, or through
the Federal Reserve Bank of New York. Philadelphia designates lawful
money, authorized certificates, or draft on the Federal Reserve Bank
of Philadelphia, at the option of the creditor bank.
In associations holding exchanges for return items it is natural to
find the matter of settlement specifically regulated. The Detroit and
St. Louis constitutions merely state that settlement shall be the same
as in the main clearing. The Tulsa association settles by clearing houste
manager's certificates, payable tie same day. The most popular method
appears to be by receipts or due bills. Under this arrangement, each
bank bringing return items to the clearing receives from each bank to
which it brings any such items a receipt or due bill for the amount
thereof. The bank holding the receipt or due bill then includes it in
the regular clearings of the next day.
The London Bankers' Clearing House." The clearing house in London
is known as tie London Bankers' Clearing House. The differences in
64. Some of the larger clearing houses have quite detailed i'rovisiuts clasifyitw
items and stipulating the procedure to be followed fujr each class.
65. Described in GRiNrr, BANKERS AND BANKING COMPANjIES (7th W. 1424) 70;
HODDER, WoRK or A BANK (5th ed. 1930) c. 7; JoNEs, CLF-LMr(;lS AND COLLETx.XN --
(1931) c. 2; MATrHEWS, TE BANKERS' CLEARING HousE (1921) c. 3; (1S92) 0 BA:NI.
L. J. 32, 34; Boddington & Davis v. Schlencker, 4 Bar. & Ad. 752, 753, 110 Eng. Rtp. 639
(K. B. 1833); Warwick v. Rogers, 5 Man. & G. 340, 348, 134 Eng. Rep. 595, 5', (C.
P. 1S43).
1942]
THE YALE LAW JOURNAL
procedure, together with the fact that the London organization was
really the parent of the clearing house plan, warrant a description of
its routine."0 I shall deal only with the Town Clearing, which handles
items drawn on the. clearing bankers and their nearby branches."
It will be recalled that in the United States the clerks engaged in
the business of the exchanges are known as delivery clerks and settling
clerks. In London they bear the name of clearers, which concept is
divided into "in clearers" and "out clearers." Each bank has two sets
of books: one, known as the "out clearing" or "to receive book," for
the entry of checks to be presented against the other banks; the other,
called the "in clearing" or "paid book," in which are listed the checks
brought against the bank in question."8 In each book the pages are ruled
into columns, and at the head of each column is the name of one of the
banks. The arrangement is alphabetical in order to make the clearer's
work easier and more rapid. The out clearer make the entries in the
out clearing book, and the in clearer in the in clearing book, with one
exception to be noted subsequently. In the morning or the previous
evening the out clearers sort into piles the checks to be presented
against the various banks, and arrange the piles in alphabetical order
according to the names of the banks."9 This done, the out clearers enter
the checks in the out clearing books, under the names of the respective
banks. When the checks against the first bank have all been entered,
the clerk computes and enters the total, fastens the checks together, and
writes the total on the back of the last check. He then follows the same
procedure with the next batch of checks, and so on until completion.
All this work the clearer performs at his bank. He next takes his checks
and out clearing book to the clearing house. At this point a vast dif-
ference appears between the English and American technique. Whereas
in this country the exchanges take place with military precision in a
few moments, in London they occupy a substantial portion of the day
66. Due to present world conditions I deemed it inadvisable to communicate with
the London Bankers' Clearing House in order to learn of any recent changes it| pro-
cedure.
67. See SCHENCK, TiE EVOLUTION OF TIIE CLEARING HousE (1907) 10. The exten-
sive use of the branch banking system in England produces many problems not found in
the United States. These are beyond the scope of the present article except insofar as
they coincide with regular clearing house procedure. In 1907 the Metropolitan Clearing
was established for the purpose of improving the handling of checks drawn on more
remote Greater London branches. On this subject, see GRANT, op. Cit. supra note 65, at
73; MATTHNVS, op. cit. supra note 65, at c. 5. The Country Clearing Section of the
London Bankers' Clearing House takes care of checks drawn on banks and branches
outside London. See MATrTiAws, op. ci. supra note 65, at c. 4; (1884) PRoc. Am.
BANKERS' Ass'N 81.
68. The word "checks" is used in a generic sense, and is meant to include all other
types of paper eligible for clearing.
69. As to interbranch procedure, see MTTiEWS, op. cit. supra note 65, at 40. As
to the membership of the Bank of England in the clearing house, see id. at 35.
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and are not synchronized.7" For instance, the morning clearing work
goes on for the better part of two hours. Although the authorities are
not uniform with reference to the exact time stipulated for the morning
clearings, the clerks apparently are in session at the house from about
ten until twelve. In the first place, as already indicated, they do not make
the exchanges simultaneously. They begin to arrive about ten o'clock,
and by approximately eleven the actual exchanging of checks must be
completed. Upon arrival the clerk delivers the items held against the
various banks, going from desk to desk in alphabetical order. When,
a few moments later, a clerk from another bank arrives, he follows
the same procedure.
The in clearer of each bank presides over that bank's clearing house
desk. To his desk he has taken his in book. When the out clearer of
a given bank (say bank A) deposits his batch of checks upon the desk
of Bank B, the in clearer of the latter institution cnters them check
by check in the column headed with bank A's name. He then adds the
column and compares his total with the total appearing on the back of
the last check - the figure having been placed there by bank A's out
clearer, as already explained. In like manner all batches of checks
brought to the in clearers are entered, totaled, and compared with the
total furnished by the out clearer on the back of the last item.
Suppose that the bank B in clearer's total differs from the figure on
the last check. In such event the in clearer "sings out" in a loud voice
the name of bank A, and the bank A clerk carries his out hook to B's
desk, where the two representatives put their heads together, check the
items, and correct the mistakes.
After all entries and corrections have been made, the in clearer returns
to his bank, taking with him the checks drawn against it, together with
the out clearing books. He leaves the in books on his desk at the clear-
ing house. At his bank he turns the batches of checks over to that part
of the clerical force assigned to the task of examining the checks for
regularity, forgeries, and the like, and of looking up the state of the
depositors' accounts." Checks which meet the test are debited to the
drawer's account. Those which do not, i.e., the returns, are dealt with
in the manner set forth below.
From the above description, it becomes apparent that, in contra-
distinction to the system employed in the New York Clearing House
and its progeny, no balances are struck at the morning clearings in
London. On the contrary the totals of the morning clearings are carried
forward to the afternoon clearing, and the latter is really a continuation
of the former.
70. See Gi.'sx & AVALLAcE. THE NEW YORK CM.',M.x Hous- (1905) 3U.
71. For a detailed description, see HODDeR, op. cit. supra note 65, at 69; and for
interbranch procedure, see MAITTEWS, op. cit. supra note 65, at 31.
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The afternoon clearing is even less regimented than the morning.
From approximately two-thirty until approximately four, runners are
speeding to-and-fro between the banks and the clearing house, bringing
items against other banks and returning with items against their own.
The items to be sent to the clearing house are first entered at the bank
by the out clearer in his out book. Some of these may be returns,
representing bad checks, received either in the morning exchanges
or through the afternoon deliveries. These returns are charged in the
out book in the same manner as original items. They are placed face
downward in the check piles in order to focus the in clearer's attention
on the fact that they are returns.
As the afternoon items are received from time to time at a particular
in clearer's desk at the clearing house, the in clearer enters them in
his in book to the credit of the bank bringing them. If the item chances
to be a return, he marks an "R" opposite the entry. He has no right
to refuse to accept a return and to pass it to the credit of the proper
bank, provided the reason for the return is marked on it. As soon as
the charges are entered, the runner takes the checks to his bank for
examination.
About five minutes before closing time, the out clearer, having entered
and sent to the clearing house all the items for the day, closes his out
books and departs with them for the clearing house. At closing time
a bell is sounded, and no more checks may be brought that day. The
in clearer, having entered the last charges against his bank, now totals
the amounts. By this time the out clearer has arrived. He hands over
his out books to the in clearer.
Ten minutes after the closing of the doors they are reopened to permit
the runners to rush back to their banks with the last lot of items. These
are examined by the drawee bank to see whether or not they are good.
The in clearer next proceeds to make a balance sheet. He places his
out book to his left and the in book to his right. To understand the







The clearer looks at his out book to see the total charges which his
bank has against the A bank. He then looks at his in book to see the
total charges which the A bank has against his bank. He strikes a
balance. If the balance is in favor of the A bank, he puts the amount
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in the "Creditors" column on his sheet, opposite the name of the A
bank. If the balance is in favor of his own bank, he enters the amount
in the "Debtors" column. He makes a similar computation for each
bank and totals the two columns. When he has finished, his sheet will
show his bank's position for the day with regard to each other bank,
as well as the total debits and credits.
Having completed his sheet, with certain exceptions to be considered
later, he takes his out and in books and proceeds around the room to
each other bank's desk, checking his balance with theirs.
Meanwhile the runners have come back to the clearing house with
any returns gTowing out of the last batch of items. The B bank's runner
brings his bank's returns to his in clearer. That gentleman adds up
the total amount of these returns and enters the sum in the "Debtors"
column of his sheet below the total previously obtained. He then obtains
the final total for this column by adding the previous total and the
returns. The return items are then sent to the desks of the banks
against whom they are to be charged. Thus, as B's clearer sits at his
desk, he will receive the returns sent to his bank from other banks. lie
adds these, and, since the amount constitutes a charge against his bank
in favor of the returning banks, he enters the amount in the "Creditors"
column of his balance sheet under the previous total. At a certain time
the bell rings again, whereupon the clerk totals the "Creditors" column
and strikes a balance between the two columns. This balance vill show
whether his bank is a debtor or creditor at the clearing house for the
day's transactions.
The clerk then enters on a small printed form his bank's credit or
debit balance for the day, and fills out a ticket addressed to the Bank
of England, directing that institution to make the proper debit or credit
on its books. This ticket is taken to the Bank of England, with which
all members are required to keep an account. The entry is made, and
the curtain falls upon the day's drama.72
BENEFITS OF THE CLEARING HOUSE
At the risk of some repetition, it will be helpful to enumerate the
more important improvements resulting from the clearing house method
of local check collection." First, there is the saving in time and labor
in the delivery of the checks. Instead of visiting every other bank, the
72. Certain details, such as certification by the clearing house inspectors, are
omitted from my explanation, vhich is meant to give the mcore e cential feature3.
Originally, balances were settled by Bank of England notes and coin.
73. Good summaries appear in CLEAvaELAi. BANKnG SYs=. or Nmw Yom:
(1857) 275; I-ALLOCK, .LARING OuT-oF-TowN CrcKs (1903) 9; SPATn, op. cit.
supra note 1, at 81.
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messenger now takes all his checks to the clearing house, and there
receives all the checks drawn against his bank. Before the establishment
of the clearing house, the exchanging of checks often consumed half
a day in the New York area. With the advent of the clearing house,
this was reduced to a few moments.74 Secondly, there is the saving in
bookkeeping. With the creation of the clearing house came the aboli-
tion of the individual accounts with each of the other banks and the
substitution therefor of one account, namely, that with the clearing
house.
75
Finally, important economies and improvements have resulted in con-
nection with the payment of obligations. The labor, drudgery, irritation,
and annoyance arising from the activities of a number of bank messen-
gers making payments to the individual banks have disappeared. Settle-
ment at the clearing house involves only one trip and, for the creditor
banks, tie receipt of only one payment. Likewise, the necessity of paying
only the clearing house debit balance instead of making a number of
payments to the individual creditor banks, reduces the amount of reserve,
the quantity of cash, and the distance to be covered by the messengers
engaged in the risky business of carrying currency. 70
THE EFFECT OF THE FEDERAL RESERVE SYSTEM ON THE
LOCAL CLEARING HOUSE
With the adoption of the Federal Reserve Act,77 the future of the
local clearing house as the clearing agent for intracity collections became
the subject of speculation. One writer, discussing the matter shortly
before the passage of the Act, pointed out that the Federal Reserve
Board might assume either directly or through the federal reserve banks
a large part of the clearing house functions of the whole country so
far as member banks were concerned, "and thereby reduce all existing
clearing house associations to minor organizations for clearing the
remaining volume of checks on banks not members of the system."18
74. See CANNON, CLEARING HousEs (1910) 55; (1880) 11 CFNT. L. J. 462.
75. In New York, this resulted in the closing of 2,652 accounts. See I-IAu.ocK,
loc. cit. supra note 73.
76. For the period from 1854 through 1938, the ratio of balances to clearings at
the New York Clearing House was approximately 9%%. See MANAGER'S ANNUAL
REPORT (1938). In cities like New York, where settlement no longer is made in ctr-
rency, the risk involved in carrying currency is eliminated.
77. The Federal Reserve Act became law December 23, 1913. The original Act
is in 38 STAT. 251 (1913). The Act, as presently amended, is in 12 U. S. C. § 221 el seq.
(1940). Subsequent amendments appear in the supplements. Sections 13 and 16 of
the original act were the applicable ones.
78. See Talbert, Clearing-House and Doinestic-Exchange Functions of the Fcderal
Reserve Banks (1913) 4 AcAD. OF POL. Scr. PRoC. 192, 194-95. See also HOLDSWOarII,
[Vol. 51 : 582
THE CITY CLEARING HOUSE
It would certainly appear feasible for the several federal reserve banks
to take over the local clearing functions in the cities of their respective
habitats, at least so far as member banks are concerned. Using Cleve-
land for illustrative purposes, the routine would be somewhat as follows:
A has his account in The Cleveland Trust Company. He draws a check
payable to the order of B, who banks with The National City Bank
of Cleveland. B deposits the check to his credit in The National City
Bank. At present the latter bank- places the check with the batch of
clearing house items drawn on The Cleveland Trust Company, and the
check goes to the clearing house, is charged against Tbe Cleveland Trust
Company, and winds up at that institution, where A's account is debited.
The check will be reflected in the clearing house credit or debit balance
for the day, which is satisfied by entries on the books of the Federal
Reserve Bank of Cleveland. If the latter undertook the clearing func-
tions, The National City Bank would send the check to the Federal
Reserve Bank, and that bank would credit The National City Bank's
account, debit The Cleveland Trust Company's account, and send the
check to it. The Federal Reserve Bank could very easily adopt the neces-
sary rules covering the time at which items must be delivered, the
packages in which they must be placed, the manner of listing, and the
like. In fact, the Reserve Bank might even require that the representa-
tives of the member banks exchange items as they do under the present
system. In this event, no substantial change in method would have
occurred, but the Reserve Bank would have succeeded the local asso-
ciation as the clearing agent. In federal reserve cities containing banks
not members of the system, however, the problems arising in connection
with the non-member banks would seem to preclude the federal reserve
bank from supplanting the clearing house association."0 Indeed, the
Secretary of the Clearing House Section of the American Bankers' Asso-
ciation recognized this, when he stated:
",rhile it is provided that the federal reserve banks may, in
time, assume the functions of the clearing house entirely, I think
MONEY AND BANKING (1916) 212; COxNV.WY & P.rmsox, OPRATo o TnE Nrw
BANK AcT (1914) 328.
79. Section 16 of the Federal Reserve Act, 38 STAT. 265 (1913), 12 U. S. C. §248(o)
(1940), authorized the Federal Reserve Board, at its discretiun, to require each federal
reserve bank to exercise the functions of a clearing huuse for its mebnier banb.s. Sectiun
4 of the Act, 40 STAT. 234 (1917). 12 U. S. C. §342 (1940), amending Section 13 of the
original Act, allowed any federal reserve bank to receive checks, etc., fur exchange or
collection from any non-member bank or trust company, provided the non-member bank or
trust company maintained with the reserve bank of its district a ialance sufficient to offset
the items in transit held for its account by the reserve bank. It is ubvious, and has been
a fact, that some banks might not wish to become a part of the Federal Reserve System
as either members or clearing non-members, whereas they might willingly juin a lucal
clearing house.
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that time depends on the period when all banks are members of the
Federal Reserve System. It is quite likely that the federal reserve
banks will not operate as local clearing houses until all banks are
members. Furthermore, the federal reserve banks will probably be
local members of the clearing house . -80
Moreover, in a city located at any appreciable distance from a federal
reserve bank or branch, the substitution of the federal reserve bank for
the local clearing house would prove most undesirable, even though all
the banks had joined the Federal Reserve System; for a bank holding
a check on another bank in the same city would be compelled to send it
by mail to the federal reserve bank, which, in turn, would mail it back
to the drawee bank- a procedure the uneconomical nature of which,
compared to that of the clearing house, is readily apparent.
Evidently appreciating the situation, the Federal Reserve Board an-
nounced at the beginning that its plan of intradistrict clearances would
not apply to or supersede local clearings in clearing house cities, since
the clearing houses already provided the necessary machinery; and the
circulars dispatched by the federal reserve banks to their members,
announcing the inauguration of the plan, advised them that the reserve
banks would not handle checks between banks located in the same clear-
ing house city.81 This policy has continued throughout the life of the
Federal Reserve System. 82 As already pointed out, however, the system
has afforded to clearing houses an opportunity to effect settlement of
balances by debits and credits upon the books of the reserve bank-
a distinct boon to such organizations.
Since the federal reserve bank or branch in a given city will receive
many checks drawn on banks in the same city, membership in the local
clearing house becomes advantageous to it in the collection of such
checks. Recognizing this, clearing house associations have admitted the
local federal reserve bank or branch, under special arrangements. Custo-
marily, the reserve bank has no vote or voice in the management of
the association, is not subject to the examinations or reports often pre-
scribed for the association members, and need not sign the constitution
80. (1914) PRoC. CLFARNG HousE SEc., Am. BANKaas' AssN 496.
81. See AGGER, ORGANIZED BANKING (1918) 290; (1915) 23 J. POL. ECON. 392,
393; id. at 507-08.
82. It is true that on July 15, 1916, the Federal Reserve Bank of Boston to a cer-
tain extent took over the operation of the Boston Clearing House Association. The Re-
serve Bank furnishes the equipment and employs the clearing house clerks. Yet the
Association continues its status as a voluntary organization, maintaining supervision
over its members and conducting the daily clearings. Thus, actually the Reserve Bank
merely extends its aid to the Association. See AGGER, op. cit. siePra note 81, at 294. Sev-
eral bank officers have confirmed my conclusion that the Federal Reserve System has
not superseded the local clearing house.
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or articles of association. Usually the bank must help bear the expenses
of the association, although not to the same degree as the members;
and a common method is to leave the amount to the determination of
the clearing house committee.3 Inasmuch as the reserve bank enjoys
the clearing privilege, it is required to abide by the clearing rules, in-
cluding such matters as time for exchanging items, form in which items
are to be brought to the exchanges, time and manner of returns, and
the like.84
83. Mr. Varburg, who served as a member of the Federal Reserve Board, fore-
saw the benefit to be derived by the federal reserve banks in joining local clearing
houses. 2 VAxuraG, FEDE.. REsmEav SsTEm (1930) 12-.
84. The legal problems arising from the collection of checks through the clearing
house are reserved for further extended treatment.
